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AUDIT RISK
ALERTS
NOTICE TO READERS
This audit risk alert is intended to provide auditors of the financial state­
ments of investment companies with an overview of recent economic, 
industry, regulatory, and professional developments that may affect the 
audits they perform. This document has been prepared by the AICPA 
staff. It has not been approved, disapproved, or otherwise acted on by a 
senior technical committee of the AICPA.
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Industry Developments—1993
Industry and Economic Developments
The investment companies industry continued to experience phe­
nomenal growth throughout much of 1993. During the first six months 
of 1993, over $121 billion was invested in mutual funds, bringing total 
net assets of all funds to over $1.6 trillion.
Much of the increase comes from investors moving their savings 
from banks and savings institutions to mutual funds in search of 
higher returns. Between December 1992 and September 1993, the 
federal funds rate slipped to less than 3 percent for the first time in 
twenty-nine years. Treasury bill rates continued to decline below 3 per­
cent through September 10, 1993, the lowest level in almost thirty years.
Use of mutual funds as investment vehicles by a growing number of 
employee-directed pension plans has also contributed to the influx of 
funds. As this growth continues, the issues faced by auditors of finan­
cial statements of investment companies continue to increase in 
complexity and an awareness of the overall business of investment 
management, and of the risks inherent in operating in the industry, 
takes on added importance.
This growth has heightened competition for investment dollars. 
New techniques developed to meet this challenge and enhance invest­
ment performance raise a number of complex regulatory, tax, auditing, 
and accounting issues.
Two trends in particular seem to be dominating recent product 
offerings by investment companies: the globalization of investment 
portfolios and the use of derivative financial instruments.
Globalization of Investment Portfolios
Total assets of U.S. funds invested in foreign equities and bonds 
increased from $44.1 billion at December 31, 1991, to $74.6 billion at 
December 31, 1992, as investors chose to participate in the growth of 
capitalism outside of the United States. Auditors should be alert to 
factors that may affect financial statements of entities with foreign 
investments, such as currency risk, foreign taxation, and obtaining 
reliable market values. AICPA Statement of Position (SOP) 93-4, Foreign
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Currency Accounting and Financial Statement Presentation for Investment 
Companies, which is discussed further in the Accounting Develop­
ments section of this Audit Risk Alert, provides guidance on those 
factors.
Derivative Financial Instruments
Mutual funds that invest in more volatile and riskier securities are 
continuing to increase in popularity. Derivatives are complex financial 
instruments whose value depends on the values of one or more under­
lying assets or financial indices. Derivatives include financial futures 
contracts, forward foreign currency contracts, and options contracts, 
among others. Auditors should consider the unique risks inherent in 
investing in derivatives and other complex securities as they plan and 
perform their audits. A further discussion of those risks is included in 
the Audit Issues section of this Audit Risk Alert.
Regulatory Developments
AICPA Statement on Auditing Standards (SAS) No. 22, Planning and 
Supervision (AICPA, Professional Standards, vol. 1, AU sec. 311), requires 
that in planning their audits, auditors consider matters affecting the 
industry in which an entity operates, including, among other things, 
government regulations. Auditors consider such regulations in light of 
their potential impact on the financial statements being audited. SAS 
No. 54, Illegal Acts by Clients (AICPA, Professional Standards, vol. 1, 
AU sec. 317), distinguishes between two types of laws and regulations:
1. Those that have a direct and material effect on the determination 
of financial statement amounts
2. Those that relate more to an entity's operating aspects than to its 
financial and accounting aspects and therefore have only an 
indirect effect on the financial statements
While auditors should design their audits to provide reasonable 
assurance of detecting material misstatements of the financial state­
ments resulting from illegal acts that have a direct and material effect on 
the determination of financial statement amounts, an audit performed 
in accordance with generally accepted auditing standards (GAAS) 
does not include procedures specifically designed to detect illegal acts 
that would have only an indirect effect on the financial statements. 
Nonetheless, auditors should be aware of the possibility that such 
illegal acts may have occurred.
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Regulation of investment companies is discussed in chapter 1 of the 
AICPA Audit and Accounting Guide Audits of Investment Companies. 
The following discussion is intended to help auditors stay abreast of 
developments that affect the regulation of investment companies.
Securities and Exchange Commission Releases
Securities and Exchange Commission Release No. IC-19382. In this release, 
the Securities and Exchange Commission (SEC) adopted rule and form 
amendments under the Securities Act of 1933 and the Investment 
Company Act of 1940. The amendments adopted in this release are 
intended to improve disclosure of the performance of open-end 
investment companies in their prospectuses and annual reports to 
shareholders. Under the amendments, mutual funds are required to 
include in their prospectuses, or alternatively, in their annual reports 
to shareholders (1) a discussion of those factors, strategies, and 
techniques that materially affected their performance during the most 
recently completed fiscal year, and (2) a line graph comparing their 
performance to that of an appropriate broad-based securities market 
index. In addition, the amendments revise the content and format of 
the condensed financial information contained in the prospectus and 
require disclosure about portfolio managers. The amendments are 
intended to provide investors with additional information concerning 
mutual fund performance and the individuals responsible for that 
performance. The amendments became effective for filings made by 
most (but not all) mutual funds on or after July 1, 1993.
SEC Release No. IC-19399. On April 17, 1993, the SEC issued Release No. 
IC-19399 which permits closed-end investment companies to periodi­
cally repurchase their shares.
Other SEC Concerns
The SEC's Division of Investment Management has noted, in various 
public forums, the following matters that frequently give rise to com­
ments on materials filed with the Commission:
Directed Brokerage Arrangements. Directed brokerage arrangements 
(commonly referred to as soft dollar arrangements) usually provide 
that if an agreed-upon level of commissions on security trades is 
directed to a broker by a mutual fund manager, the broker will supply 
investment research or pay expenses on behalf of the mutual fund at no 
additional charge. To the extent that expenses paid on behalf of funds 
under soft dollar arrangements are included in the cost of securities as
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brokerage commissions rather than as expenses, the funds' financial 
statements are distorted. This may be particularly significant considering 
the wide circulation given to statistics such as expense ratios within the 
mutual fund industry. The SEC staff is considering whether to amend 
its rules on accounting for soft dollar arrangements. In a February 1993 
letter to the industry, the SEC staff stated that, at a minimum, the 
amount paid for goods and services by third parties under brokerage 
arrangements should be disclosed in the fee table prescribed by item 2 
of Form N-1A and item 3 of Forms N-3 and N-4 and on the face of the 
Statement of Operations.
In evaluating the adequacy of financial statement disclosures, auditors 
should be alert to disclosure of such arrangements. Failure to disclose 
material offsets can affect key mutual fund performance statistics, such 
as selected per-share amounts and operating and expense ratios. The 
value of such expense reductions may be difficult to estimate, and fund 
boards of directors should validate such estimates at least annually by 
approving them as being in the best interests of shareholders.
Postmerger Performance. Following the merger of two or more mutual 
funds, the historical performance of the continuing entity should be 
based on the historical financial statements of the surviving entity. 
Determination of which entity is the surviving entity in a merger of 
mutual funds is based primarily on qualitative measures reflecting the 
actual operations of the survivor compared to each constituent entity 
to the merger. Although the legal survivor is often the accounting 
survivor, this is not always the case. Similarly, the larger entity's opera­
tions may not be continued by the survivor. Auditors of mutual funds 
involved in merger transactions should refer to paragraphs 8.27 
through 8.31 of the Audit and Accounting Guide Audits of Investment 
Companies for further guidance.
Cash Collateral. Transactions in which a fund lends securities and 
receives securities as collateral generally are treated as off-balance- 
sheet transactions. However, any cash received as collateral for such 
loans is recorded as an asset of the fund and the investment of the col­
lateral cash is subject to the same limitations as are the fund's invest­
ments. The SEC staff believes that income from such arrangements 
should not be offset against custody charges for financial reporting 
purposes because that would misstate such expenses; rather, it should 
be reflected separately as a part of investment income.
Pooled Arrangements. Pooled arrangements, in which a number of funds 
deposit cash in managed pools, raise a number of regulatory issues, 
including questions of accountability. Custodians of such pools,
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usually banks, often do not provide daily statistics on the composition 
of such pools that enable the mutual funds to determine the composi­
tion of their portfolios and mark their investments to market on a daily 
basis. The SEC staff believes that such information must be obtained 
daily to properly value a fund's portfolio.
Small Business Administration
The Small Business Administration (SBA) issued a final rule on 
auditing standards to be used in the conduct of audits of financial state­
ments of Small Business Investment Companies (SBICs), which are 
filed with the SBA. The rule, which is effective September 7 , 1993, for 
fiscal years ending after December 31, 1992, states that SBIC audits 
should continue to be performed in accordance with GAAS. The SBA 
rule also requires auditors to report irregularities, illegal acts, and 
reportable conditions to management in writing and calls upon 
auditors to report the noted instances to the SBA if management fails 
to do so. These reporting responsibilities exceed those set forth in 
GAAS and are inconsistent with the auditor's detection responsibility 
under GAAS for errors and irregularities that are material to the 
financial statements and illegal acts that may have a direct and material 
effect on the determination of financial statement amounts.
Internal Revenue Service
The Internal Revenue Code of 1986, as amended, provides that 
mutual funds qualifying as regulated investment companies (RICs) are 
not liable for federal income taxes as long as they comply with rules set 
forth in Subchapter M of the Code. It is important that the auditors con­
sider whether mutual funds have complied with those regulations, 
which set forth criteria for minimum distribution requirements to 
avoid federal income and excise tax liabilities. Failure to record a liabil­
ity for federal income taxes when necessary could have a direct and 
material effect on the financial statements of an investment company. 
Chapter 4 of the Audit and Accounting Guide Audits of Investment 
Companies describes the amended Code's effect on RICs.
The daily sales and purchases of shares in, and frequent cash distri­
butions made by, mutual funds subject them to numerous Internal 
Revenue Service (IRS) reporting regulations that relate more to their 
operational aspects than to their financial and accounting aspects. For 
example, failure to properly file information returns, such as Form 
1099DIV reporting dividends to shareholders, with the IRS can result 
in substantial penalties. Accordingly, auditors should be alert to such 
illegal acts.
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Audit Issues
Derivatives and Other High-Risk Investments. Recent years have seen a 
growing use of innovative financial instruments that often are very 
complex and can involve a substantial risk of loss. Users and issuers of 
such instruments must have the expertise necessary to understand 
and manage the related risks. As discussed below, auditors should also 
be familiar with such instruments and the associated risks. One class 
of these instruments—derivatives—requires particular attention.
Derivatives are complex financial instruments whose values depend 
on the values of one or more underlying assets or financial indexes. 
Derivatives generally fall into at least two categories:
1. Mortgage-backed securities, which include interest-only and 
principal-only strips, and tranches of collateralized mortgage 
obligations
2. Off-balance-sheet instruments such as commodity and financial 
futures contracts, forward placement commitment contracts, 
standby commitments, put and call options, and repurchase 
agreements
Increased volatility of interest rates, foreign exchange rates, and com­
modity and other prices has also fostered tremendous innovation in 
financial products to meet the needs of users attempting to hedge or 
alter the related risks. By reconfiguring cash flows associated with 
underlying assets, an issuer can create asset-backed securities that 
meet the needs of and are attractive to various potential users by isolat­
ing, enhancing, or diluting one or more of credit, liquidity, interest rate, 
and other risks inherent in the underlying cash flows. For example, 
through mortgage-backed securities, the issuer can enhance the 
marketability of underlying mortgage loans by spreading liquidity and 
credit risk across broad pools, or by providing a higher yield to those 
users willing to accept a higher concentration of the risks associated 
with specific collateral cash flows. Similarly, users find certain deriva­
tives attractive because they can purchase the risks and rewards they 
desire most, or can synthetically create a security with the desired risk 
and reward characteristics.
Accounting—Accounting for derivatives is complex. The AICPA Audit 
and Accounting Guide Audits of Investment Companies includes a discus­
sion of accounting for specific types of securities, including a number of 
derivatives. However, given the constant innovation and complexity 
of derivatives, accounting literature does not explicitly cover some 
derivatives, however, several related projects are underway.
Audit Issues and Developments
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The Financial Accounting Standards Board (FASB) has been carrying 
out a major project on the recognition and measurement of financial 
instruments, which has already resulted in the issuance of FASB State­
ments of Financial Accounting Standards No. 105, Disclosure of Information 
about Financial Instruments with Off-Balance-Sheet Risk and Financial 
Instruments with Concentrations of Credit Risk, and No. 107, Disclosures 
about the Fair Values of Financial Instruments, and FASB Interpretation 
No. 39, Offsetting of Amounts Related to Certain Contracts, that address 
related issues. The FASB's project includes a comprehensive review of 
accounting for hedging and risk-adjusting derivatives. Also, the Interna­
tional Accounting Standards Committee is in the process of developing 
an international accounting standard for financial instruments.
Several accounting issues involving derivatives have also been 
addressed by the FASB's Emerging Issues Task Force (EITF). Other 
guidance that may be useful to investment companies in determining 
how to account for derivatives is provided by FASB Statements of 
Financial Accounting Standards No. 52, Foreign Currency Translation, 
and No. 80, Accounting for Futures Contracts. In addition, the AICPA 
Issues Paper No. 86-2, Accounting for Options, discusses various matters 
related to options.
Auditing—The innovative and complex nature of such investment 
vehicles may significantly increase audit risk. For example, the fair 
value of derivatives can be volatile in periods of changing market 
conditions. Furthermore, as more and more financial institutions enter 
the markets for such instruments, their profitability may diminish. 
Traders may attempt to compensate for the diminution by increasing 
the volume of transactions involving such instruments or by further 
customizing products. An increase in volume may be accompanied by 
trading with counterparties that have higher credit risk. Customizing 
transactions may increase valuation difficulties. The propriety of the 
methods used by the managements of investment companies to account 
for transactions involving sophisticated financial instruments and to 
determine their value should be carefully considered. Understanding 
the substance of transactions in such instruments is important in 
determining the propriety of their accounting treatment. In some 
circumstances, auditors may find it helpful to consult with experts.
SAS No. 22 requires that auditors understand the events, transactions, 
and practices that, in their judgment, may have a significant effect 
on the financial statements. Accordingly, auditors should carefully 
consider the various risks involved with investments in derivatives and 
other complex securities as they plan their audits and should—
1. Assess management's expertise in monitoring, evaluating, and 
accounting for the securities.
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2. Ensure that the entity has set appropriate policies and procedures 
for investment in high-risk securities and that there is adequate 
oversight by the board of directors.
3. Involve specialists, when necessary, in valuing and auditing these 
investments.
Service-Center-Produced Records. Investment companies frequently 
operate in an environment in which service organizations functioning 
as service agents, fund custodians, transfer agents and in other 
administrative capacities play a critical role in the accounting function. 
In assessing control risk in such an environment, auditors must care­
fully consider the functions or processing of information performed 
by the service organizations. SAS No. 70, Reports on the Processing of 
Transactions by Service Organizations (AICPA, Professional Standards, 
vol. 1, AU sec. 324), which was issued in April 1992 and supersedes 
SAS No. 44, Special-Purpose Reports on Internal Accounting Control at 
Service Organizations, provides guidance to auditors performing audits 
of investment companies that use such organizations.
When an investment company uses a service organization, the 
functions or processing performed by the service organization may 
have a significant effect on the investment company's financial state­
ments. Because the processing may be subjected to control policies and 
procedures that are physically and operationally separate from the 
investment company, the internal control structure of the investment 
company may include a component that is not directly under the 
control and monitoring of its management. SAS No. 55, Consideration of 
the Internal Control Structure in a Financial Statement Audit (AICPA, 
Professional Standards, vol. 1, AU sec. 319), requires an auditor to obtain 
a sufficient understanding of an entity's internal control structure to 
plan an audit. For this reason, planning the audit of an investment 
company may require that the auditor gain an understanding of the 
control policies and procedures performed by service organizations. 
When an investment company relies on a service organization's control 
policies and procedures over the processing of transactions that are 
material to the investment company's financial statements, those con­
trol procedures should be considered by the auditor. One method of 
obtaining information about those policies and procedures is to obtain 
a service auditor's report as described in SAS No. 70.
Auditors frequently inquire whether it is necessary to obtain a 
service auditor's report when their clients use service organizations. 
The fact that an entity uses such an organization does not, in itself, 
require that such a report must be obtained. In certain situations, the 
investment company may implement control policies and procedures
12
that will obviate the need for a service auditor's report. For example, an 
investment company using a payroll service may routinely compare 
the data submitted to the service organization with reports received 
from the service organization to check the completeness and accuracy 
of the data processed. The investment company may also recompute a 
sample of the payroll checks for clerical accuracy and review the total 
payroll for reasonableness. In such circumstances, the investment 
company is not relying on the service organization's controls.
Other factors that may be considered in determining whether to 
obtain a service auditor's report are—
• Whether the transactions or accounts affected by the service 
organization are material to the investment company's financial 
statements.
• The extent to which the user organization retains responsibility 
for authorizing the transactions and maintaining the related 
accountability.
• The availability of other information (for example, user manuals, 
system overviews and technical manuals) at the investment com­
pany that may provide the auditor with sufficient information to 
plan the audit.
The AICPA's Auditing Standards Division expects to issue an Audit­
ing Procedure Study Implementing SAS No. 70, Reports on the Processing 
of Transactions by Service Organizations, early in 1994.
Valuation of Securities. Investments generally represent the most sig­
nificant asset in an investment company's statement of assets and 
liabilities. Additionally, the daily purchase and redemption prices of 
fund shares are based almost exclusively on the value of a fund's invest­
ment portfolio. For these reasons, the valuation of the investment 
securities is a prime concern for auditors of investment companies.
Increased competition among mutual funds has heightened pres­
sure on fund managers to improve financial returns and has resulted, 
in some instances, in more aggressive investment strategies. Those 
strategies may include investing in more complex and higher-risk secu­
rities, the values of which may not be readily available through market 
quotation. Such securities are often valued at amounts determined by 
the board of directors. Auditing the valuation of such securities is an 
area that requires a high degree of judgment and additional scrutiny to 
ensure that the carrying values approximate fair value. Chapter 2 of the 
Audit and Accounting Guide Audits of Investment Companies describes 
the estimation of fair values of securities in good faith by boards of 
directors. In auditing securities valuations determined by the board of
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directors, auditors should review the information considered by the 
board in determining the value of the securities, ascertain that the 
procedures followed were reasonable, and read relevant minutes. In 
some instances, auditors may consider using the work of a specialist in 
auditing the valuation of such securities.
The Audit and Accounting Guide Audits of Investment Companies and 
SOPs 93-1, Financial Accounting and Reporting for High-Yield Debt Securities 
by Investment Companies (No. 014876), and 93-4, Foreign Currency 
Accounting and Financial Statement Presentation for Investment Companies 
(No. 014874), include further guidance on testing portfolio valuations, 
including estimates of values determined in good faith by boards of 
directors. SOP 93-1 is effective for fiscal years ending after December 
15, 1993, and interim periods within such years. SOP 93-4 is not 
required to be applied to audits for years ending before December 15, 
1994, but its early adoption is encouraged.
Multiple Class Funds. Multiple class funds are those that issue more 
than one class of shares. The multiple class structure raises a number 
of regulatory, tax, operational, accounting, and financial reporting 
issues, many of which relate to allocations of income, expenses, and 
distributions among the different classes of shares. Certain of those 
issues affect the initial organization of the fund while others may 
require auditors' continuing attention.
The SEC staff has expressed its belief that such allocations should be 
based on relative net asset values among share classes, except for funds 
for which net asset value remains at a constant dollar amount (such as 
money market funds), where allocations based on relative numbers of 
shares is acceptable.
In obtaining the understanding of the internal control structure 
required by SAS No. 55, auditors should consider whether manage­
ment has implemented procedures for allocating fund income, 
expenses, realized and unrealized gains, and distributions to the 
multiple classes of shares.
Before approving multiple class arrangements, the SEC staff requires 
a letter from an independent expert, generally the fund's independent 
auditor, reporting on the initial design of the internal control structure 
relative to allocating earnings, determining dividends, and calculating 
net asset value per share. A report on the design and testing of that 
internal control structure (as described in SAS No. 70) is required 
annually.
Master/Feeder Funds. Master/feeder funds, also known as hub and 
spoke funds, permit a number of funds (feeders) with similar invest­
ment objectives to invest in a single entity (master). This structure is
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intended to enable smaller funds to achieve economies of scale while 
the limited partnership master hub passes through to the feeder the 
character of income generated. The SEC staff currently requires financial 
statements of the master to be filed with each publicly held feeder's 
financial statements.
Audit Developments
Reporting on Internal Control. In May 1993, the AICPA Auditing Standards 
Board issued Statement on Standards for Attestation Engagements 
(SSAE) No. 2, Reporting on an Entity's Internal Control Structure Over 
Financial Reporting (AICPA, Professional Standards, vol. 1, AT sec. 400), 
which is effective for examinations of the effectiveness of an entity's 
internal control structure over financial reporting when the entity's 
assertion is as of December 15, 1993, or thereafter. SSAE No. 2 provides 
guidance to accountants who are engaged to examine and report on 
management's written assertions about the effectiveness of an entity's 
internal control structure over financial reporting as of a certain point 
in time. The Statement does not change the auditor's responsibility to 
consider the entity's internal control structure over financial reporting 
in an audit of financial statements.
Form N-SAR requires a report on the internal control structure of an 
investment company. Reports prepared to meet the requirements of 
Form N-SAR are exempted from the scope of SSAE No. 2. The Audit and 
Accounting Guide Audits of Investment Companies includes an illustra­
tion of a report that meets the requirements of Form N-SAR.
Attesting to Investment Presentations. The AICPA's Auditing Standards 
Division has issued a Notice to Practitioners, Engagements to Report on 
Performance Presentation Standards of the Association for Investment 
Management and Research. The Notice provides guidance to practi­
tioners who are engaged to attest to presentations of performance 
information in conformity with Performance Presentation Standards 
established by the Association for Investment Management and 
Research (AIMR). The Notice explains how SSAE No. 1, Codification of 
Statements on Standards for Attestation Engagements (AICPA, Professional 
Standards, vol. 1, AT sec. 100), applies to such engagements and provides 
specific performance and reporting guidance (including illustrative 
attestation reports). Copies of the Notice can be obtained by calling 
the Auditing Standards Division at 212-596-6036. Copies of the 
AIMR Performance Presentation Standards can be obtained from the 
AIMR, 5 Boar's Head Lane, Charlottesville, Virginia 22903 (Phone 
804-977-6600; Fax 804-977-1103).
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AICPA Statements of Position
The AICPA's Accounting Standards Executive Committee (AcSEC) 
has issued the following SOPs, all of which amend the Audit and 
Accounting Guide Audits of Investment Companies.
SOP 93-1 provides guidance for financial reporting of junk bonds 
and other debt securities held as investments and recommends proce­
dures to be considered by auditors for reviewing valuations of such 
securities. Auditors should consider whether the provisions of the 
SOP are being appropriately applied and whether the audit proce­
dures suggested in the SOP should be performed.
SOP 93-2, Determination, Disclosure, and Financial Statement Presen­
tation of Income, Capital Gain, and Return of Capital Distributions by 
Investment Companies (No. 014877), which is effective for fiscal years 
ending after December 15, 1993, and interim periods within such 
years, provides guidance on financial reporting for distributions to 
shareholders, including returns of capital. Although this SOP recog­
nizes that financial statements of investment companies are prepared 
on the basis of generally accepted accounting principles, it recommends 
that, to avoid shareholder confusion, the term tax return of capital be 
used to report portions of shareholders' distributions that are in excess 
of tax-basis current and accumulated earnings and profits. The auditors 
should consider whether the provisions of the SOP are being 
appropriately applied.
SOP 93-4 requires reporting of all foreign currency transaction gains 
and losses other than those related to investments, and provides 
guidance on the calculation and reporting of realized and unrealized 
foreign currency gains and losses in financial statements. This SOP 
does not require separate reporting of the portion of the realized gains 
and losses on investments and the changes in market values of invest­
ments that result from changes in foreign currency rates. However, it 
does provide guidance on the manner in which such unrealized and 
realized gains and losses should be measured and reported if separate 
reporting is adopted. Although this SOP is not required to be applied 
to financial statements for fiscal years ending before December 15, 
1994, its earlier application is encouraged. The auditors of an entity 
that adopts the SOP before then needs to consider whether the SOP's 
guidance on calculating realized and unrealized gains and losses has 
been appropriately implemented when addressing audit assertions 
dealing with valuation and whether the reporting guidance has been 
implemented as he or she considers assertions relating to presentation 
and disclosure.
Accounting Developments
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An exposure draft was issued on September 15, 1993, for a proposed 
SOP, Financial Reporting for Investment Partnerships, which would 
amend the Audit and Accounting Guide Audits of Investment Companies 
to require investment partnerships to—
1. Include a list of investments in securities, as illustrated in the 
Guide.
2. Present a statement of operations as illustrated in the Guide.
3. Account for performance fees in accordance with partnership 
agreements and disclose how such fees are computed.
Accounting for Distribution Fees. The Investment Companies Committee 
is drafting a proposed SOP on accounting by investment companies for 
distribution fees under enhanced 12b-1 plans. An exposure draft of the 
proposed SOP is expected to be issued in the first quarter of 1994.
*  *  *  *
This Audit Risk Alert replaces Investment Companies Industry 
Developments—1992.
*  *  *  *
Auditors should also be aware of the economic, regulatory, and 
professional developments that may affect the audits they perform, as 
described in Audit Risk Alert—1993, which may be obtained by calling 
the AICPA Order Department at the number below and asking for 
product number 022099.
Copies of AICPA publications referred to in this document may be 
obtained by calling the AICPA Order Department at 1-800-TO-AICPA. 
Copies of FASB publications referred to in this document can be 
obtained directly from the FASB by calling the FASB Order Department 
at 1-203-847-0700, ext. 10.
Other AICPA Activities
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